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DEPARTMENT  OF  THE  TREASURY 
Comptroller  of  the  Currency 
12CFR  Part  7 

Interpretive  Rulings;  Leasing  of 
Personal  Property 

agency:  Comptroller  of  the  Currency. 
action:  Final  rule. 


summary:  This  interpretive  ruling  states 
the  requirements  and  limitations 
applicable  to  national  banks  engaged  in 
the  leasing  of  personal  property.  In  light 
of  recent  leasing  developments,  the 
Comptroller  determined  that  a 
reassessment  and  revision  of  current 
guidelines  were  necessary  in  order  to 
clarify  the  conditions  under  which  a 
national  bank  can  engage  in  leasing 
activities.  This  ruling  provides  a 
detailed  explanation  of  the  type  of 
leasing  activities  that  are  incidental  to 
the  business  of  banking,  and  it  will 
serve  as  a  visible  standard  for 
examination  and  enforcement  purposes. 
EFFECTIVE  DATE:  This  ruling  will  become 
effective  on  June  12, 1979. 

FOR  FURTHER  INFORMATION  CONTACT: 
Thomas  P.  Vartanian.  Attorney,  Legal 
Advisory  Services  Division,  Comptroller 
of  the  Currency.  Washington.  D.C.  20219, 
202-147-1880. 

SUPPLEMENTARY  INFORMATION:  On  June 
3.  1975.  the  Comptroller  of  the  Currency 
published  a  proposed  amendment  of 
interpretive  Ruling  7.3400  governing  the 
leasing  of  personal  property  by  national 
banks.  (40  FR  23874).  That  proposed 
amendment  interpreted  personal 
property  leasing  transactions  to  be 
extensions  of  credit  subject  to  the 
limitations  of  12  U.S.C.  84,  end  required 
that  the  transaction  return  to  the  bank 
its  full  investment  in  the  leased 
property. 

After  analyzing  33  comments  received 
in  response  to  the  publication  of  that 
proposed  amendment,  the  Comptroller 
published  a  new  proposed  amendment 
of  November  29.  1977  (42  FR  60749).  A 
technical  change  in  the  proposal  as  it 
was  printed  on  November  29,  1977.  was 
published  on  December  1.  1977,  (42  FR 
6105(5)  and  the  original  30-day  comment 
period  was  extended  to  expire  on 
February  12. 1978,  by  notice  published 
December  29. 1977.  (42  FR  64904). 

The  November  29th  proposal 
indicated  that  a  national  bank  could 
only  become  the  owner  and  lessor  of 
personal  property  upon  the  “specific 
request”  of  a  customer.  It  also  required 
the  lease  to  be  a  net.  full-payout 
rioncancelable  obligation  of  the  lessee. 


The  proposal  sanctioned  the  use  of 
closed-end  leases  by  national  banks,  but 
limited  the  unguaranteed,  estimated 
residual  value  relied  upon  by  the  lessor 
to  25  percent  of  the  original  cost  of  the 
property.  It  also  permitted  national 
banks  to  take  certain  protective  actions 
which  might  otherwise  be  considered 
inconsistent  with  the  requirements  of  a 
net,  full-payout  lease  in  the  event  of  a 
distress  situation,  such  as  the  lessee's 
default,  to  permit  a  bank  to  protect  its 
assets  and  avoid  financial  loss. 

The  Comptroller  received  29 
comments  in  response  to  that  proposal, 
the  majority  of  which  supported  most  of 
its  provisions.  However,  many 
commenters  raised  probative  questions 
and  made  constructive  suggestions 
which  facilitated  the  reviewing  and 
revising  process. 

Discussion  of  Major  Comments 

Advertising  of  Leasing  Activities  by 
National  Banks 

Several  commenters  asked  whether 
the  requirement  of  Section  (a)  that  a 
bank  become  the  "owner  and  lessor"  of 
personal  property  only  at  the  "specific 
request"  of  a  "customer"  would  prohibit 
the  advertising  of  leasing  activities  by 
national  banks.  It  is  not  the 
Comptroller's  purpose  to  prohibit  a  bank 
from  advertising  its  leasing  activities  or 
soliciting  lease  customers.  The  proposed 
language  of  Section  (a)  was  primarily 
meant  to  prevent  national  banks  from 
acquiring  their  own  inventory  of 
personal  property  to  lease  to  the  general 
public.  Such  an  approach  to  leasing  is 
more  akin  to  the  general  merchandising 
or  “rental"  of  personal  property,  rather 
than  the  offering  of  an  alternative 
financing  device  equivalent  to  the  loan 
of  money  on  personal  security,  or  other 
financial  services  incidental  to  the 
business  of  banking.  In  this  respect  the 
Comptroller  does  not  propose,  by  this 
ruling,  to  differentiate  leasing  from  other 
permissible  financing  activities  by 
prohibiting  national  banks  from 
announcing  their  entrance  or  general 
participation  in  the  leasing  business  as 
long  as  the  emphasis  is  upon  the 
availability  of  a  financing  device  rather 
than  the  merchandising  of  a  particular 
piece  of  property,  and  all  of  the  other 
conditions  of  the  ruling  are  met.  To 
clarify  this  purpose,  the  word 
“customer"  hes  been  eliminated  from 
the  final  ruling.  At  the  same  time,  to 
emphasize  the  prohibition  against  the 
inventorying  of  personal  property,  the 
ruling  has  been  amended  to  permit  a 
bank's  acquisition  of  “specific persona I 
property  only  at  the  request  of  the 
lessee. " 


Indirect  and  Leveraged  Leasing 

A  number  of  commenters  suggested 
that  the  “specific  request"  language  of 
Section  (a)  might  be  interpreted  as 
prohibiting  a  national  bank  from 
becoming  the  owner  and  lessor  of 
personal  property  by  purchasing  leases 
and  the  leased  property  from  a  dealer  or 
seller-lessor.  The  Comptroller  believes 
that  indirect  leasing  is  a  common 
method  of  lease  financing  which,  under 
certain  conditions,  is  a  permissible 
activity  for  national  banks  to  engage  in 
under  the  authority  granted  by  12  U.S.C. 
24  (Seventh).  Indeed,  such  indirect 
leasing  activities  of  national  banks  were 
recently  held  to  be  permissible  financing 
transactions  incidental  to  the  business 
of  banking  by  the  Circuit  Court  of  > 
Appeals  for  the  Ninth  Circuit  in  the  case 
of  Mir  M  Leasing  Corporation  v.  Seattle 
First  National  Bank,  563  F.2d  1377  (9th 
Cir.  1977),  cert  denied  436  U.S.  956 
(1978).  Consequently.  Section  (a)  of  the 
final  ruling  has  been  reworded  and 
subdivided  to  clarify  that  a  national 
bank  may  become  involved  in  either 
direct  or  indirect  leasing  transactions. 

Leveraged  lease  transactions,  by  their 
nature,  are  generally  more  complex, 
multi-party  agreements.  Legal  title  to  the 
leased  property  is  usually  vested  in  an 
owner-trustee  rather  than  the  bank. 
Therefore,  the  ruling  also  has  been 
modified  to  confirm  that  it  is  applicable 
where  the  bank,  as  an  equity  participant 
under  a  leveraged  lease,  is  the 
"beneficial  owner”  of  the  property. 

Termination  of  a  Net.  Full-Payout  Lease 
Prior  to  its  Stated  Maturity  Date 

Some  commenters  indicated  that  the 
requirement  that  a  lease  be  a  “full- 
payout.  noncancclable  obligation  of  the 
lessee”  was  confusing.  For  instance,  one 
commenter  pointed  out  that  not  all  of 
the  components  of  a  full-payout 
investment  recovery  [i.e..  rentals,  tax 
benefits  and  the  residual  value) 
technically  represent  "obligations  of  the 
lessee"  as  the  sentence  structure  of 
Section  (a)(2)  may  have  suggested. 
Others  argued  that  the  ruling  should  not 
appear  to  preclude  the  early  termination 
of  a  lease  under  circumstances  where 
the  bank  can  still  retrieve  100  percent  of 
its  investment  plus  the  cost  of  financing. 

The  purpose  of  the  proposal,  with 
respect  to  cancellation,  was  not  to 
prohibit  early  termination  of  a  lease  as 
long  as  the  obligation  of  the  lessee 
under  that  lease  was  not  cancelled.  In 
other  words,  a  lessee  may  have  the 
option  of  terminating  a  net.  full-payout 
lease  prior  to  its  maturity  pursuant  to 
the  terms  of  that  lease;  however,  to  be 
consistent  with  the  requirements  of  the 
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ruling,  the  lease  would  have  to  require 
the  lessee  to  assure  the  lessor’s 
recoupment  of  100  percent  of  its 
investment  in  the  leased  property  and 
the  cost  of  financing,  notwithstanding 
the  lease’s  abbreviated  duration.  The 
unanticipated  early  termination  of  a 
lease  of  personal  property  executed  by  a 
national  bank  does  not  disqualify  that 
lease  as  a  permissible  financing 
transaction  of  the  bank  as  long  as  there 
is  a  viable  guarantee  of  payments 
sufficient  to  yield  a  full-payout.  Section 
(a)  of  the  ruling  has  been  amended  to 
clarify  that  the  lease  agreement,  as  a 
whole,  and  not  each  individual 
component  of  a  full -pay out  recovery, 
should  be  a  noncancelable  obligation  of 
the  lessee,  notwithstanding  the  possible 
early  termination  of  the  lease. 

Subleasing  of  Personal  Property  by 
National  Banks 

Some  commenters  suggested  that  the 
ruling  did  not  address  the  question  of 
whether  national  banks  could  sublease 
personal  property.  They  argued  that 
national  banks  should  be  permitted  to 
do  so  as  long  as  the  terms  of  the 
sublease:  (1)  Obligate  the  sublessee  to 
perform  all  of  the  obligations  of  the 
national  bank  under  the  main  lease;  (2) 
are  substantially  similar  to  those  of  the 
main  lease:  and  (3)  constitute  a  net,  full- 
payout  noncancelable  obligation  of  the 
sublessee. 

The  Comptroller  believes  that 
subleasing  is  permissible  under  these 
conditions  as  long  as  it  is  used  as  an 
alternate  form  of  financing  for  a 
customer  and  is  otherwise  consistent 
with  the  requirements  of  this  ruling.  As 
rewritten.  Section  (a)(1)  of  the  ruling 
permits  national  banks  to  sublease 
personal  property  since  it  does  not 
require  them  to  own  the  property  they 
lease. 

The  Limitations  of  a  Net  Lease 

After  reviewing  the  comments,  the 
Comptroller  believes  that  modifications 
in  the  proposed  definition  of  a  “net 
lease"  are  necessary  to  clarify  that 
national  banks  may  perform  certain 
activities  incidental  to  the  execution  of  a 
lease  which  will  not  adversely  effect  the 
quality  of  that  lease  as  a  financing 
agreement. 

The  Comptroller  received  several 
comments  on  the  question  of  whether 
subsections  (b)(1)  (i)  and  (ii)  werq 
intended  to  prohibit  national  banks  from 
leasing  improvements  and  upgrades 
incidental  to  the  lease  of  personal 
property.  The  Comptroller  understands 
that  without  the  ability  to  purchase  and 
lease  improvements  and  upgrades,  lease 
financing  alternatives  that  could  be 


offered  by  national  banks  might  be 
severely  limited  or  rendered 
noncompetitive.  Moreover,  current  I.R.S. 
guidelines  for  advance  tax  rulings  may, 
as  a  practical  matter,  prohibit  the  lessee 
from  furnishing  any  part  of  the  cost  of 
improvements  or  additions  to  leased 
equipment  if  a  favorable  advance  ruling 
is  to  be  obtained.  See  Rev.  Proc.  75-21. 

§  4(4)  1975-1  C.B.  710. 

The  Comptroller  does  not  beiieve  that 
the  leasing  of  improvements  or  upgrades 
under  a  net.  full-payout  lease  impairs 
the  characteristics  of  that  lease  as  an 
alternative  financing  transaction  if  the 
lessor  leases  the  improvements  or 
additions  at  the  request  of  the  lessee 
and  is  fully  compensated  for  his 
additional  investment  over  the 
remaining  lease  term.  Consequently. 
Section  (b)(ii)  of  the  ruling  has  been 
revised  to  allow  national  banks  to  let 
improvements  or  upgrades  under  a  net. 
full-payout  tease  if  the  lease  continues 
to  have  the  characteristics  required  by 
this  ruling. 

Many  commenters  were  also 
concerned  that  the  language  of 
subsection  (b)(l)(ii)  would  directly 
prohibit  sale-and-leaseback 
transactions.  The  Comptroller  does  not 
believe  that  the  existence  of  a  sale-or- 
leaseback  arrangement  prior  to  the 
actual  execution  and  commencement  of 
a  net.  full-payout  lease  necessarily 
affects  that  lease’s  status  as  a 
permissible  financing  transaction.  The 
Comptroller  further  understands  that 
lessor  banks  very  often  require  a  lessee 
to  take  delivery  of.  and  accept  the 
equipment,  before  the  bank  will  pay  the 
purchase  price  and  lease  the  equipment 
to  the  lessee.  Banks  use  such  procedures 
to  protect  themselves  against  the 
lessee’s  default  or  rejection  of  the 
property.  This  ruling  is  not  intended  to 
prohibit  such  precautionary  procedures. 
Equipment  lease  transactions  are 
generally  simultaneously  consummated 
at  one  lease  closing,  and  the  practical 
reasons  which  make  it  beneficial  for  the 
lessor  to  require  delivery  to.  and 
acceptance  by  the  lessee  prior  to  final 
execution  of  the  lease,  or  to  initiate  the 
transaction  as  sale-and-leaseback.  do 
not  necessarily  affect  the  overall 
financing  nature  of  the  transaction. 
Consequently.  Section  (b)(ii)  of  the 
ruling  has  been  revised  to  eliminate  the 
language  which  may  have  been 
interpreted  as  prohibiting  these 
permissible  methods  of  consummating  a 
lease. 

The  Extent  to  which  National  Banks 
May  Provide  Insurance  for  the  Lessee 

A  significant  number  of  comments 
suggested  that  the  prohibition  in 


subsection  (b)(i)(iv)  against  lessor  banks 
purchasing  insurance  for  a  lessee  was 
too  restrictive.  Some  commenters 
suggested  that  national  banks  should  be 
permitted  to  arrange  the  purchase  and 
financing  of  casualty  and  property 
insurance  for  their  lessees  under  certain 
circumstances. 1  Those  commenters  felt 
that  the  proscription  against  the 
purchase  of  insurance  by  a  bank  should 
be  reevaluated  and  revised  to  make  it 
more  accurately  reflect  its  true  purpose, 
that  being  merely  to  ensure  that  the 
responsibility  for  purchasing  the 
insurance  remains  with  the  lessee  since 
it  is  the  responsibility  for  its  purchase, 
and  not  necessarily  the  actual  purchase 
of  it.  which  is  a  primary  incident  of 
ownership  that  must  be  borne  by  the 
lessee  under  a  financing  type  lease.  In 
other  words,  it  was  suggested  that 
national  banks  should  only  be 
prohibited  from  compelling  a  lessee  to 
accept  the  mandatory  and/or  automatic 
inclusion  of  lessor-purchased  insurance 
as  a  part  of  the  lease  product  since,  in 
that  instance,  the  lessee’s  responsibility 
to  maintain  the  insurance  would  be 
removed  or  reduced  to  a  mere  formality. 
Those  commenters  proposed  that  banks 
should  be  permitted  to  purchase 
insurance  for  their  lessees  as  long  as  the 
lessee  is  given  an  option  to  purchase  the 
insurance  from  the  bank  and  specifically 
requests  it. 

The  Comptroller  does  not  believe  that 
national  banks  should  generally  be 
permitted  to  purchase  insurance  for 
their  lessees  and  offer  that  insurance  as 
an  incidental  part  of  a  lease  of  personal 
property.  The  rendering  of  such  service 
responsibilities  is  more  indicative  of  a 
mercantile-type  "renting”  of  personal 
property  where  operational  services  are 
provided.  Under  a  Financing  lease 
arrangement,  the  lessee's  responsibility 
to  provide  insurance,  similar  to  his 
responsibility  to  maintain  the  property, 
includes  not  only  the  commitment  to  pay 
for  the  service,  but  also  the 
responsibility  for  locating,  acquiring  and 
rendering  it.  The  attributes  of  ownership 
which  pass  to  the  lessee  in  a  financing 
lease  arrangement  must  go  beyond  the 
mere  appearance  of  transference  and 
impose  substantive  responsibilities  of 
ownership  upon  the  lessee  while 
relieving  the  bank  of  them. 

Notwithstanding  the  Comptroller's 
position  on  this  issue.  Section  (b)(iv)  of 
the  ruling  has  been  amended  to  remove 
certain  restrictions  considered 
unnecessary  by  the  Comptroller.  In  the 


1  The  discussion  of  :nsurance  here  in  no  way 
deals  with  a  national  bank’s  authority  to  act  as  an 
insurance  agent.  The  discussion  concerns  only  the 
bank's  ability  to  act  as  an  intermediary  in  the 
procurement  of  insurance  coverage  and  the  ultimate 
financer  of  that  insurance. 


urn 
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situation  where  a  lessee  defaults  on  his 
agreement  to  purchase  or  maintain 
insurance,  a  national  bank  W'ill  normally 
have  or  seek  to  purchase  insurance  to 
protect  its  own  interests  arising  out  of 
its  ownership  of  the  leased  property. 
Certain  states,  however,  do  not  allow  a 
lessor  to  purchase  liability  insurance 
solely  for  its  own  interest,  but  require  it 
to  purchase  such  insurance  to  protect 
the  lessee  also.  Therefore,  the  ruling  has 
been  reworded  to  permit  a  national 
bank  to  purchase  insurance  for  the 
lessee  and  obtain  subsequent 
reimbursement  from  him  where  the 
lessee  has  defaulted  in  his  contractual 
obligation  to  obtain  that  insurance. 

Licensing  and  Registering  of  Leased 
Personal  Properly  by  National  Banks 

Section  (b)(v),  as  proposed,  would 
have  prohibited  all  licensing  or 
registration  of  leased  property  by  a 
national  bank  lessor,  merely  as  a  service 
for  the  lessee,  where  the  lessee  could 
have  licensed  or  registered  the  property 
without  the  authorization  of  the  lessor. 
Many  commenters  felt  that  this 
provision  was  overly  restrictive  since  it 
would  have  infringed  upon  a  bank’s 
ability  to  assure  the  safety  and 
soundness  of  the  transaction  by 
arranging  for  the  maximum  protection 
and  security  of  the  leased  asset.  Since 
national  banks  own  leased  property,  it 
was  suggested  that  requiring  lessees  to 
license  or  register  the  property  could,  in 
some  instances,  have  serious  adverse 
effects  on  a  bank's  interest  in  that 
property  if  the  process  were  incorrectly 
handled.  Consequently,  the  ruling  has 
been  amended  to  allow  national  banks 
to  complete  the  original  licensing  or 
registration  of  the  leased  property  and, 
where  banks  can  demonstrate  a 
legitimate  interest  as  owner  and 
financer  of  the  property,  to  renew  that 
license  or  legist  rat  ion. 

The  Characteristics  of  a  Full-Payout 
Lease 

Several  commenters  inquired 
concerning  the  role  of  residual  values  in 
calculating  a  fuj)-payout  lease  according 
to  the  requirements  of  subsection  (b)(2) 
of  the  proposal.  Some  felt  that  the  25 
percent  reliance  limitation  of 
unguaranteed  residual  values  was 
excessive  and  would  encourage  residua) 
value  speculation,  which  in  turn  would 
generate  types  of  leasing  not  incidental 
to  the  business  of  banking.  Other 
commenters  found  the  limitation  to  be 
too  restrictive,  unrealistically  low,  and 
nol  responsive  to  the  individual 
characteristics  of  the  different  types  of 
assets  that  national  banks  can  lease. 


The  Comptroller’s  proposal  did  not 
attempt  to  establish  an  immovable  cap 
on  a  bank’s  reliance  on  the  residual 
value  which  would  be  unresponsive  to 
the  type  of  lease  or  asset  involved. 
Although  the  proposal  did  indicate  that 
the  unguaranteed,  estimated  residual 
value  relied  upon  should  never  exceed 
25  percent,  it  also  stated  that  that 
estimated  residua]  value  should  always 
be  reasonable  so  that  a  bank's  primary 
risk  in  the  transaction  ivould  depend  on 
the  creditworthiness  of  the  lessee  and 
not  on  the  market  value  of  the  leased 
item.  The  Comptroller  views  this  as  a 
dual  standard  which  relies,  in  part,  upon 
a  bank’s  credit  Judgment.  Il  is  entirely 
possible  that,  depending  on  the 
circumstances  and  asset  involved,  the 
unguaranteed  estimated  residual  value 
relied  upon  by  the  bank  to  yield  a  full- 
payout  lease  may  be  less  than  25 
percent  of  the  original  cost  of  the 
property,  but  still  be  unreasonable  in 
terms  of  its  realization  and,  therefore, 
contrary  to  the  guidelines  of  this  ruling. 

On  the  other  hand,  the  crilicism  that  8 
25  percent  limitation  is  too  restrictive 
must  be  evaluated  in  terms  of  the 
leasing  activities  in  which  national 
banks  are  permitted  to  engage.  Based  on 
current  examination  experience,  the 
Comptroller  believes  that  any  reliance 
upon  a  residua]  value  in  excess  of  25 
percent  may  place  a  substantia)  reliance 
on  the  residual  value  and,  therefore, 
transform  the  lease  into  a  transaction 
beyond  the  scope  of  legitimate  banking 
activily.  Since  leases,  which  are 
permissible  for  national  banks,  are 
alternative  financing  devices,  the 
primary  emphasis  in  the  transaction 
must  focus  on  the  creditworthiness  of 
the  lessee.  Where  there  is  an  excessive 
reliance  on  the  residual  value  in  order 
for  the  bank  to  recover  its  entire 
investment  in  the  property,  the  lease 
takes  on  a  speculative  nature  which 
shifts  the  bank’s  reliance  for  recovery 
from  the  lessee  to  the  residual  value  of 
the  leased  property.  In  such  a  situation, 
the  lease  cannot  be  considered  an 
alternative  financing  device  since  it 
involves  an  impermissible  assumption  of 
risk  by  the  bank. 

The  final  ruling  adopts  the  25  percent 
residual  figure.  However,  in  view  of 
some  of  the  comments  submitted,  the 
ruling  has  been  amended  to  indicate 
more  clearly  that  the  25  percent 
limitation  established  by  subsection 
(b)(2)(iii)  of  the  proposal  will  apply  only 
to  that  portion  of  the  residual  value 
relied  upon  by  the  lessor  in  structuring  a 
full-payout  lease.  It  will  not  apply  to  the 
actual  residual  value  that  the  leased 
property  may  have  at  the  termination  of 
the  lease.  Consequently,  a  national  bank 


may  execute  a  three-year  lease  of 
property  estimated  to  have  a  residual 
value  of  50  percent  at  the  expiration  of 
the  term,  as  long  as  the  residual  value 
relied  upon  and  added  to  the  rentals  and 
tax  benefits  to  yield  a  full-payout  lease, 
is  reasonable  and  does  not  exceed  25 
percent  of  the  original  cost  of  the 
property  to  the  lessor. 

National  banks  should  estimate 
residual  values  reasonably  by  taking  all 
relevant  circumstances  into  account.  In 
addition,  they  should  closely  monitor 
the  aggregate  amount  of  residual  values 
which  are  expected  to  be  realized  in  any 
one  year,  as  well  as  residual 
concentrations  in  the  same  or  similar 
types  of  leased  property. 

Many  types  of  leases  may  produce 
favorable  income  figures  in  the  early 
years  of  a  lease  term,  but  those  figures 
may  change  significantly  depending  on 
the  bank’s  estimation  and  manipulation 
of  lease  variables.  In  addition,  an  initial 
competitive  advantage  can  be  gained  by 
the  artificial  inflation  of  residual  values. 
However,  improper  and  unreasonable 
leasing  techniques  may  present  banks 
with  serious  long-term  problems 
because  of  (1)  excessive  aggregate 
reliance  on  speculative  residual  values 
which  may  be  nonexistent  at  the 
expiration  of  the  lease  term,  or  (2) 
liberal,  uncontrolled  estimates  of  other 
lease  variables  such  as  sinking  fund 
earning  rates  in  leveraged  lease 
calculations. 

Future  examinations  of  national 
banks  will  not  only  test  basic  credit 
decisions  inherent  in  leasing 
transactions,  but  will  also  monitor  any 
unreasonable  aggregate  reliance  on 
speculative  residual  values  and  any 
improper  manipulation  of  lease 
variables.  The  selection  of  an  estimated 
residual  value  at  an  unreasonably  high 
level  may  be  considered  an  unsafe  and 
unsound  banking  practice  subject  to 
administrative  action  under  12  U.S.C. 
1818(b)  et  seq.  if  it  cannot  be  shown  that 
at  the  time  of  such  selection,  the  bank 
made  a  good  faith  effort  to  be  accurate 
and  reasonable.  In  view  of  the  more 
appropriate  placement  of  this  caveat  in 
this  statement  of  basis  and  purpose, 
similar  language  has  been  removed 
from  Section  (b)(2)  of  the  ruling. 

Several  commenters  inquired  as  to  the 
type  of  "guarantee”  which  is  required  by 
the  ruling  in  order  to  avoid  the  25 
percent  residual  value  limitation.  It  was 
suggested  that  a  “guarantee”  should 
include  any  contractual  guarantee  by  an 
independent  third  party  which  a  bank 
can  safely  rely  upon  to  realize  the 
residual  value  of  the  property.  The 
Comptroller  agrees  that  any  contractual 
right  of  the  bank  to  require  the  purchase 
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of  the  leased  property  at  the  end  of  the 
lease  term  at  an  amount  that  would 
satisfy  the  yield  requirements  of  a  full- 
payout  lease,  or  the  purchase  of 
insurance  to  guarantee  the  residual 
value  and,  therefore,  the  full-payout 
quality  of  the  lease,  should  be 
considered  satisfactory  guarantees  as 
long  as  the  bank  can  demonstrate, 
through  full  documentation,  that  the 
guarantor  will  have  the  resources  to 
meet  that  guarantee.  This  interpretation 
has  not  occasioned  any  specific  change 
in  the  wording  of  Section  (b)(2). 

Some  commenters  inquired  as  to  the 
definition  of  the  term  “rental"  as  it  was 
used  in  Section  (b)(2).  They  asked 
whether  miscellaneous  charges  such  as 
lease  confirmation  fees,  early 
termination  charges  and  property 
disposition  fees  could  be  included 
within  the  concept  of  “rent”  since  such 
miscellaneous  payments  to  the  lessor 
are  not  tax  benefits  or  part  of  the 
estimated  residual  value. 

The  term  “rental,"  as  it  is  used  in  this 
ruling,  includes  only  those  payments 
that  can  be  reasonably  anticipated  by 
the  lessor  at  the  time  the  lease  is 
executed.  Since  contingencies  such  as 
early  termination  or  return  of  the  vehicle 
are  not  anticipated  at  the  time  the  lease 
is  executed,  payments  such  as  early 
termination  charges  and  property 
disposition  fees  are  not  assured  and 
may  not  be  included  in  the  computation 
of  a  full-payout  lease  at  the  time  it  is 
consummated.  This  interpretation  has 
not  occasioned  any  specific  change  in 
the  wording  of  Section  (b)(2). 

Advice  was  also  sought  concerning 
the  possibility  of  combining  a  reliance 
upon  an  unguaranteed  residual  value 
not  in  excess  of  25  percent  of  the 
original  cost  of  the  property  with  a 
guarantee  of  the  residual  value  by  the 
lessee,  manufacturer  or  an  independent 
third  party.  Assuming  the  utilization  of 
certain  standards  of  safety  and 
soundness,  the  Comptroller  has  no 
general  objection  to  such  a  combination 
of  methods  in  structuring  a  full-payout 
lease.  Section  (b)(2)  of  the  ruling  has, 
therefore,  been  revised  so  as  not  to 
preclude  the  combination  of  a  reliance 
upon  an  unguaranteed  residual  value 
not  in  excess  of  25  percent  with  a 
guarantee  of  the  residual  value,  as  long 
as  the  estimated  residual  value  relied 
upon  is  reasonable,  and  the  bank  has 
full  documentation  attesting  to  the 
ability  of  the  guarantor  to  meet  the 
guarantee. 

In  response  to  inquiries  concerning 
the  calculation  of.  the  “cost  of  financing” 
as  an  element  of  recovery  under  the 
lease,  the  Comptroller  notes  the 
definition  of  that  phrase  which  is  found 


in  Regulation  Y  (12  CFR  225.4(a)(B)(i)(d) 
n.6).  Section  (b)(2)  has  been  amended  to 
include  that  definition  and  point  out 
that  if  the  calculation  of  the  cost  of 
financing  according  to  that  definition  is 
troublesome  in  certain  situations,  a 
lease  may  be  considered  to  have  met 
the  test  for  recovering  the  cost  of 
financing  if  the  bank’s  yield  from  the 
lease  is  equivalent  to  what  the  yield 
would  be  on  a  similar  loan. 

Finally,  a  question  was  raised  ' 
concerning  a  national  bank’s  ability  to 
purchase  personal  property  leases  mid¬ 
term.  It  is  the  Comptroller's  opinion  that 
as  long  as  the  purchased  lease  will  be  a 
net,  full-payout  lease  with  respect  to  the 
bank's  rights  and  obligations  under  that 
lease,  such  mid-term  purchases  are  not 
inconsistent  with  the  concept  of  leasing 
and  are,  therefore,  permissible  activities 
for  national  banks.  This  interpretation 
has  not  occasioned  any  specific  change 
in  the  wording  of  Section  (b)(2). 

The  Effect  of  the  Distress  Clauses 

Paragraphs  (d)  and  (e)  of  the  proposed 
ruling  permitted  a  national  bank  to  take 
certain  actions  normally  considered 
inconsistent  with  the  concept  of  a  net. 
full-payout  lease  when,  (1)  in  good  faith, 
it  believed  that  there  had  been  a 
significant,  unanticipated  change  of 
conditions  which  threatened  its 
financial  position  by  increasing  its 
exposure  to  loss,  and  (2)  its  interest  in 
the  property  was  sufficient  to  justify 
such  action.  The  Comptroller  believes 
that  a  national  bank  should  have  the 
right  to  protect  its  assets  (the  leased 
property)  where  substantial 
unanticipated  contingencies  occur  or 
become  imminent.  For  example,  a 
national  bank  should  be  permitted  to 
service,  repair  or  maintain  leased 
property  and  purchase  insurance  where 
the  lessee  has  failed  in  its  responsibility 
to  do  so.  or  has  otherwise  abandoned 
the  property  or  defaulted  under  the 
lease  agreement.  Moreover,  a  national 
bank  which  has  taken  an  assignment  of 
lease  payments  and  a  lien  on  the 
property  as  collateral  for  a  loan  to  the 
lessor  should  not  be  prohibited  from 
exercising  a  valid  legal  right  to  become 
the  owner  and  lessor  of  the  leased 
property  in  a  distress  situation, 
notwithstanding  the  absence  of  a 
request  by  the  lessee.  These  sections  of 
the  ruling  have  generally  been  retained 
as  proposed;  however,  the  prefatory 
language  of  Section  (d)  has  been 
clarified  to  permit  a  national  bank  to 
take  such  protective  actions  where  it 
has  made  a  good  faith  determination 
that  an  unanticipated  change  threatens 
its  financial  position  as  the  lessor  or 


assignee  of  a  lease  by  significantly 
increasing  its  exposure  to  loss. 

Several  commenters  indicated  that 
they  interpreted  Section  (d)  as  making 
the  ruling  applicable  to  situations  where 
the  lease  and/or  the  leased  property 
merely  serve  as  collateral  or  the  means 
of  payment  for  a  loan  executed  between 
a  national  bank  and  a  lessor.  Section  (a) . 
limits  the  applicability  of  the  ruling  to 
situations  where  the  bank  is  the  legal  or 
beneficial  “owner  and  lessor"  of 
personal  property,  or  has  otherwise 
acquired  the  property  for  a  lessee.  Those 
situations  will  typically  be  direct  lease 
transactions  where  the  bank  is  the 
initial  owner  and  lessor,  indirect  lease 
transactions  where  the  bank  purchases 
the  leased  property  and  the  lease, 
subleasing  arrangements,  and  leveraged 
leases  where  the  bank  is  an  equity 
participant.  The  mere  assignment  or  use 
of  the  lease  or  the  leased  property  as 
security  for  a  loan  constitutes  a 
financial  transaction  which  is 
technically  beyond  the  scope  of  this 
ruling.  The  Comptroller  believes  that 
current  statutes,  regulations  and  rulings 
concerning  the  loan  of  money  and  the 
discount  of  commercial  paper,  together 
with  applicable  standards  used  to 
measure  creditworthiness  and  other 
credit  decisions,  generally  impose 
sufficient  regulatory  controls  upon  this 
type  of  lease  note  financing  in  most 
instances.  However,  where  a  national 
bank  becomes  involved  in  such  a 
transaction  and  takes  an  assignment  of 
lease  payments  and  a  lien  on  the 
property  incidental  to  its  execution  of  a 
nonrecourse  loan  to  the  lessor,  such 
transactions  may  be  scrutinized 
according  to  the  spirit  of  this  ruling  if  the 
bank  cannot  expect  to  fully  recover  its 
investment  from  that  assignment  of  the 
lease  rentals  and  will,  therefore,  have  to 
rely  on  the  residual  value  of  the 
collateral  to  do  so. 

The  Status  of  Nonconforming  Leases 

Several  commenters  questioned  the 
practical  effect  of  requiring  nonrenewal 
of  nonconforming  leases.  They  pointed 
out  that  if  one  of  the  primary 
requirements  of  a  personal  property 
lease  which  a  national  bank  may 
legitimately  execute  is  the  return  of  the 
bank's  full  investment  plus  the  cost  of 
financing,  mandatory  nonrenewal  of 
nonconforming  leases  may  result  in  the 
forced  sale  of  the  property  under 
unfavorable  market  conditions  and  yield 
a  depressed  residual  value.  The 
comptroller  basically  agrees  with  that 
contention  and  believes  that  it  is 
consistent  with  his  responsibility  to 
ensure  the  safety  and  soundness  of 
national  banks  to  permit  the  renewal  of 
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nonconforming  leases  under  certain 
circumstances.  Consequently,  Section 
(h )  of  the  ruling  has  been  expanded  to 
permit  such  lease  renewals  where  a 
bank,  in  good  faith,  determines  that 
mnewal  is  necessary  to  recover  its  total 
investment  plus  the  cost  of  finoncing 
and  to  ovoid  significant  financial  loss. 
However,  that  determination  must  be 
fully  documented  and  will  be  examined 
as  other  credit-related  decisions  of  the 
hank. 

When  the  Interpretive  Ruling  becomes 
effective,  national  banks  will  not  be 
required  to  dispose  of  current 
nonconforming  leases  executed  under 
the  authority  of  former  Interpretive 
Ruling  7.3400.  However,  when  making 
new  extensions  of  credit,  including 
leases,  to  a  customer,  national  banks 
must  consider  all  outstanding  leases 
regardless  of  the  date  they  were  entered 
into  in  calculating  lending  limitations 
imposed  by  12  U.S.C.  84  and  371c,  and 
othpr  statutes,  regulations  and  rulings. 

Leases  and  Lending  Limits 

A  few  commenters  suggested  that  the 
limitations  of  12  U.S.C.  84  and  371c 
should  not  be  applicable  to  lease 
obligations.  They  suggested  that 
although  a  lease  may  serve  as  an 
alternative  to  secured  lending,  it  has 
certain  characteristics  which  make  it 
fundamentally  different  from  other 
forms  of  financing.  More  specifically, 
those  commenters  contended  that 
because  of  the  residual  value  of  leased 
property  and  the  fact  that  title  remains 
in  the  bank,  leasing  may  be  a  safer 
method  of  financing  than  conventional 
lending.  In  addition,  where  the  residua) 
value  is  guaranteed,  it  has  been 
suggested  that  the  bank  may  have  more 
than  one  obligor  to  look  to  for 
satisfaction  of  the  lease  obligation. 

The  Comptroller  does  not  believe  that 
the  differences  between  a  lease  and  a 
loan  with  respect  to  a  bank's  investment 
of  its  funds  based  on  the 
creditworthiness  of  a  customer,  are 
significant  enough  to  warrant  dissimilar 
treatment  under  12  U.S.C.  84  and  371c. 
Moreover,  the  ownership  of  leased 
property,  in  terms  of  the  ultimate 
recoupment  of  the  lease  obligation,  does 
not  differ  significantly  from  the  secured 


position  of  a  bank  in  a  loan  agreement. 
Practically  speaking,  the  intent  of 
lending  limitation  statutes  to  prevent 
one  individual,  or  a  relatively  small 
group,  from  becoming  unduly  obligated 
to  the  bank,  could  be  easily 
circumvented  by  the  execution  of  leases 
not  subject  to  three  limitations. 

On  the  other  hand,  statutes  such  as  12 
U.S.C  85  and  88.  which  establish 
standards  and  penalties  for  usury,  deal 
with  typically  loan-related  problems 
which  do  not  directly  attempt  to  protect 
the  soundness  of  the  bank  by  limiting 
the  financial  risks  which  arise  from 
excessive  obligations  to  it.  Therefore, 
the  Comptroller  believes  that  leases 
permitted  by  this  section  should  not  be 
subject  to  these  two  sections  of  the 
National  Bank  Act. 

Several  commenters  asked  how  lease 
obligations  should  be  computed  for  the 
purposes  of  12  U.S.C.  84  and  371c.  As 
noted  in  Interpretive  Ruling  7.1150  (12 
CFR  7.1150),  the  lending  limit  will  apply 
to  the  amounts  actually  advanced  by  the 
bank  and  not  to  what  may  be 


considered  the  equivalent  of  interest  in 
a  lease  which  would  accrue  on  those 
amounts.  The  amount  of  the  loan,  i.e., 
the  outstanding  obligation  under  the 
lease,  should  be  computed  as  the  sum  of 
the  present  value  of  both  the  lessee’s 
payments  and  the  residual  value.  The 
present  value  of  these  elements  should 
be  determined  by  using  the  “rate 
implicit  in  the  lease”  as  that  term  is 
defined  in  Statement  of  Financial 
Accounting  Standards  No.  13  ("SFAS 
13”).  In  calculating  the  outstanding 
obligation  to  the  bank  under  a  leveraged 
lease,  the  unamortized  balance  of  the 
nonrecourse  debt  should  be  deducted 
from  the  present  value  elements. 

The  following  example  demonstrates 
this  method  of  computing  the  lease 
obligation  by  allocating  a  portion  of 
each  payment  to  principal  and  reducing 
the  loan  balance  by  that  amount.  The 
column  entitled,  “Beginning  of  Year 
Loan  Balance,”  represents  the 
calculation  of  the  lessee’s  obligation  for 
lending  limit  purposes  at  annua] 
intervals. 


Lease  Obligation  Computation  Eaaxnpte 


Lease  terms: 

Cost  Of  property . . . . . 

Length  of  tease . . . . . 

Expected  lewduei  value . . . . . . . „ 

Investment  tax  credit  to  lessor . . . 

Annual  lease  payment . . . . . . . . 

Wale  implicit  In  the  lease . . . . 


$1,000,000 
7  years 
100,000 
100.000 
'197,206 
•13  5% 


Loan  Balance 


Beginning 

ol  year  Expected  Unearned  Begrtreng  Payments 

Year  minimum  residual  Total  income1'  of  year  loan 

lease  value  balance  Pnncpal  Interest* 

payments 

1.. . $1,380442  100,000  $1,480,442  580,442  900,000  $75,706  $121,600 

2  . 1.163,236  100.000  1,263,236  458,942  624,924  85,926  111,280 

3  - 986,030  100,000  1,086,030  347,662  738,368  97,626  99,679 

A -  788.824  100,000  888.824  247,983  640,842  100,692  89.514 

6  .  691,618  tOO, 000  691,618  161.469  639,150  126,636  71.570 

6 — - -  394,412  100,000  494,412  89.899  404,514  142,596  64,609 

7  -  197,206  100,000  297.206  35  289  261,917  "161,117  -36,269 

8 — .  0  100,000  100,000  0  100,000  100,000  0 


900.000  580,442 

‘  Payable  at  yeai  end. 

'Tne  discount  rate  thal.  when  eppSed  to  me  lease  payments  and  residual  value,  causes  the  aggregate  present  vaHie  at  tte 
beg  ruling  of  the  tease  term  to  be  equal  to  me  tan  value  ol  the  leased  property,  net  of  eny  Investment  credit  retained  by  the 
lessor  (See  tl5k  of  SFAS  No  13). 

’  Includes  $100,000  investment  tax  credit 

•Loan  balance  muin*ed  by  13.5*>. 

*  Hounded  by  $69  to  balance. 

Not*  — 1 If  t**is  were  a  leveraged  lease,  the  unamortaed  balance  of  any  nonrecourse  debt  would  be  subtracted  from  the  loan 
balance  to  determine  the  amount  subject  to  the  lending  limits 
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National  banks  are  not  required  to 
maintain  a  separate  record  of  these 
computations  for  what  SFAS  13 
classifies  as  leveraged  or  operating 
leases.  In  those  cases,  such  a 
computation  will  only  be  required  where 
it  is  evident  from  existing  accounting 
records  that  the  total  amount  of  leases 
and  loans  is  approaching  or  possibly 
could  be  in  excess  of  a  bank's  legal 
lending  limits.  On  the  other  hand,  the 
book  balance  for  capital  leases  will 
approximate  the  loan  balance  since  the 
example  follows  SFAS  No.  13's 
computational  guidelines. 

Discussion  of  Major  Comments  in  Opposition 
to  the  Ruling 

Relatively  few  comments  were  received 
which  could  be  considered  to  be  in 
complete  opposition  to  the  Comptroller's 
ruling  permitting  national  banks  to  lease 
personal  property  under  net,  full-payout 
leases.  Contrary  to  the  assertions  of 
those  commenters,  however,  the 
Comptroller  does  not  believe  that 
leasing,  as  permitted  by  this  section,  is  a 
mercantile  rather  than  a  financial 
transaction  incidental  to  the  business  of 
banking.  In  the  A/  b  M  decision,  the 
Court  supported  the  Comptroller’s 
position  and  sanctioned  national  banks' 
involvement  in  direct  and  indirect,  as 
well  as  open-end  and  closed-end  leasing 
transactions,  finding  them  to  be  the 
"  ‘business  of  banking’  which  12  U.S.C. 
24  (Seventh)  authorizes  *  *  *  when,  in 
the  light  of  all  relevant  circumstances, 
the  transactions  constitute  the  loan  of 
money  secured  by  the  properties 
leased."  563  F.2d  at  1380. 

Relationship  to  the  Consumer  Leasing  Act  of 
1976 

As  is  indicated  in  the  ruling,  nothing 
in  this  section  should  be  construed  to  be 
in  conflict  with  the  duties,  liabilities  and 
standards  imposed  by  the  Consumer 
Leasing  Act  of  1976, 15  U.S.C.  1667  et 
seq.  The  provisions  of  this  ruling  may  be 
tempered  by  otherwise  applicable 
provisions  of  that  Act  when  a  national 
bank  executes  a  consumer  lease  subject 
to  it.  Moreover,  the  Comptroller  believes 
that  the  standard  of  "reasonableness” 
established  by  this  ruling  for  estimated 
residual  values  is  entirely  consistent 
with  the  concept  of  the  rebuttable 
presumption  of  reasonableness 
established  by  the  Consumer  Leasing 
Act.  It  must  be  noted,  however,  that  this 
ruling  is  also  applicable  to  a  wide  range 
of  leasing  activities  which  are  not 
considered  consumer  leasing  and  must, 
therefore,  address  those  activities  as 
well. 


Drafting  Information 

The  principal  drafter  of  this  document 
was  Mr.  Thomas  P.  Vartanian.  Attorney. 
Legal  Advisory  Services  Division. 

Final  Ruling 

In  consideration  of  the  foregoing.  Part 
7  of  12  CFR  is  amended  by  revising 
§  7.3400  to  read  as  follows: 

§  7.3400  Leasing  of  Personal  Property. 

(a)  A  national  bank  may: 

(1)  Become  the  legal  or  beneficial 
owner  and  lessor  of  specific  personal 
property  or  otherwise  acquire  such 
property  at  the  request  of  the  lessee  who 
wishes  to  lease  it  from  the  bank:  or 

(2)  Become  the  owner  and  lessor  of 
personal  property  by  purchasing  the 
property  from  another  lessor  in 
connection  with  its  purchase  of  the 
related  lease;  and 

(3)  Incur  obligations  incidental  to  its 
position  as  the  legal  or  beneficial  owner 
and  lessor  of  the  leased  property: 

if  the  lease  is  a  net,  full-payout  lease 
representing  a  noncancelable  obligation 
of  the  lease,  notwithstanding  the 
possible  early  termination  of  that  lease. 

(b)  For  the  purposes  of  this  ruling: 

(1)  A  "net  lease"  is  a  lease  under 

which  the  bank  will  not.  directly  or 
indirectly,  provide  or  be  obligated  to 
provide  for: 

(1)  The  servicing,  repair  or 
maintenance  of  the  leased  property 
during  the  lease  term. 

(ii)  The  purchasing  of  parts  and 
accessories  for  the  leased  property: 
however,  improvements  and  additions 
to  the  leased  property  may  be  leased  to 
the  lessee  upon  its  request  in 
accordance  with  the  full-payout 
requirements  of  this  ruling. 

(iii)  The  loan  of  replacement  or 
substitute  property  while  the  leased 
property  is  being  serviced. 

(iv)  The  purchasing  of  insurance  for 
the  lessee,  except  where  the  lessee  has 
failed  in  its  contractual  obligation  to 
purchase  or  maintain  the  required 
insurance. 

(v)  The  renewal  of  any  license  or 
registration  for  the  property  unless  such 
action  by  the  bank  is  clearly  necessary 
to  protect  its  interest  as  an  owner  or 
financer  of  the  property. 

(2)  A  "full-payout”  lease  is  one  from 
which  the  lessor  can  reasonably  expect 
to  realize  a  return  of  its  full  investment 
in  the  leased  property  plus  the  estimated 
cost  of  financing  the  property  over  the 
term  of  the  lease  from: 

(i)  Rentals; 

(ii)  Estimated  tax  benefits:  and 

(iii)  The  estimated  residual  value  of 
the  property  at  the  expiration  of  the 
initial  term  of  the  lessee. 


(The  estimate  by  the  lessor  of  the  total 
cost  of  financing  the  property  over  the 
term  of  the  lease  should  reflect,  among 
other  factors,  the  term  of  the  lease,  the 
modes  of  financing  available  to  the 
lessor,  the  credit  rating  of  the  lessor 
and/or  the  lessee,  if  a  factor  in  the 
financing,  and  prevailing  rates  in  the 
money  and  capital  markets.  Where  the 
calculation  of  the  cost  of  financing 
according  to  this  formula  is  not 
reasonably  determinable,  a  lease  may 
be  considered  to  have  met  the  test  for 
recovering  the  cost  of  financing  if  the 
bank's  yield  from  the  lease  is  equivalent 
to  what  the  yield  would  be  on  a  similar 
loan).  Any  unguaranteed  portion  of  the 
estimated  residual  value  relied  upon  by 
the  bank  to  yield  a  full  return  under  this 
subsection  shall  not  exceed  25  percent 
of  the  original  cost  of  the  property  to  the 
lessor.  The  amount  of  any  estimated 
residual  value  guaranteed  by  a 
manufacturer,  the  lessee,  or  a  third 
party,  which  is  not  an  affiliate  (as 
defined  for  the  purpose  of  12  U.S.C. 

371c)  of  the  bank,  may  exceed  25 
percent  of  the  original  cost  of  the 
property  where  the  bank  has 
determined,  and  can  provide  full, 
supporting  documentation,  that  the 
guarantor  has  the  resources  to  meet  the 
guarantee.  In  all  cases,  both  the 
estimated  residual  value  of  the  property 
and  that  portion  of  the  estimated 
residual  value  relied  upon  by  the  lessor 
to  satisfy  the  requirements  of  a  full- 
payout  lease  must  be  reasonable  in  light 
of  the  nature  of  the  leased  property  and 
all  relevant  circumstances  so  that 
realization  of  the  lessor’s  full  investment 
plus  the  cost  of  financing  the  property 
primarily  depends  on  the 
creditworthiness  of  the  lessee  and  any 
guarantor  of  the  residual  value,  and  not 
on  the  residual  market  value  of  the 
leased  item. 

(c)  Full-payout  calculations  on  leases 
of  personal  property  to  domestic 
governmental  entities  may  be  based  on 
reasonably  anticipated  future 
transactions  or  renewals. 

(d)  If,  in  good  faith,  a  national  bank 
believes  that  there  has  been  an 
unanticipated  change  in  conditions 
which  threatens  its  Financial  position  by 
significantly  increasing  its  exposure  to 
loss,  the  limitations  contained  in 
paragraphs  (a)  and  (b)  of  this  section 
shall  not  prevent  the  bank, 

(1)  As  the  owner  and  lessor  under  a 
net.  full-payout,  lease,  from  taking 
reasonable  and  appropriate  action  to 
salvage  or  protect  the  value  of  the 
property  or  its  interests  arising  under 
the  lease,  or 

(2)  As  the  assignee  of  a  lessor's 
interest  in  a  lease,  from  becoming  the 
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owner  and  lessor  of  the  leased  property 
pursuant  to  its  contractual  right,  or  from 
taking  any  reasonable  and  appropriate 
action  to  salvage  or  protect  the  value  of 
the  property  or  its  interests  arising 
under  the  lease. 

(e)  The  limitations  contained  in 
paragraphs  (a)  and  (b)  of  this  section  do 
not  prohibit  a  national  bank  from 
including  any  provisions  in  a  lease,  or 
from  making  any  additional  agreements, 
to  protect  its  financial  position  or 
investment  in  the  circumstances  set 
forth  in  paragraphs  (d)  (1)  and  (2)  of  this 
ruling. 

(f)  Nothing  in  this  section  shall  be 
construed  to  be  in  conflict  with  the 
duties,  liabilities  and  standards  imposed 
by  the  Consumer  Leasing  Act  of  1976, 15 
U.S.C.  1667  et.  seq. 

(g)  Leases  permissible  under  this 
ruling  are  subject  to  the  limitations  on 
obligations  under  12  U.S.C.  84  and  on 
extensions  of  credit  under  12  U.S.C. 

371c.  The  Comptroller  of  the  Currency 
reserves  the  right  to  determine  that  such 
leases  are  also  subject  to  the  limitations 
of  any  other  law,  regulation  or  ruling 
which  limits  potential  financial  risks 
associated  with  other  forms  of  bank 
financing. 

(h)  This  section  shall  not  apply  to  any 
leases  executed  prior  to  June  12, 1979. 
With  respect  to  the  applicability  of 
subsection  (g).  when  making  new 
extensions  of  credit,  including  leases,  to 
a  customer,  national  banks  must 
consider  all  outstanding  leases 
regardless  of  the  date  they  wore  entered 
into.  Any  lease  which  was  entered  into 
in  good  faith  prior  to  such  date  which 
does  not  satisfy  the  requirements  of  the 
ruling  may  be  renewed  without  violation 
of  this  section  only  if  there  is  a  binding 
agreement  in  the  expiring  lease  which 
requires  the  bank  to  renew  it  at  the 
lessee's  option,  and  the  bank  cannot 
otherwise  reasonably  or  properly  avoid 
its  commitment  to  do  so,  or  the  banks  in 
good  faith,  determines  and 
demonstrates,  by  full  documentation, 
that  renewal  of  the  lease  is  necessary  to 
avoid  significant  financial  loss  and 
recover  its  total  investment  plus  the  cost 
of  financing. 

Dated:  April  10, 1979. 

|ohn  G.  Heinunn, 

Comptroller  of  the  Currency. 

[FR  Doc  79-11535  Filed  4-12-79: 845  am] 

BILLING  CODE  4810-33-M 


